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SUB~COMMITTES O SOVIAT LCOIOMIC POLICY

THE COUNCIL FOR MUTU:IL, BCONOMIC /SSIST/ANCE (COMECON)

Note by the Unitod}Kingdom Delcgation

THE XVIth SESSION AND ..FTER -

L=

The XVIth Session of Comecon hcld in Moscow in
Junc 1962 marked a significant change in thc organization's
rhythm of devclopment, Faced with thc prospect of Britain
cntering the Common Market scveral major organizational changces
in Comccon were decided upon or proposed during and aftcr the
Scssion. Of thesc, pcrhaps the most immediatcly important
was thce setting up of an Exccutive Committec consisting of
Deputy Prime Ministers of the member countrics, This is now thc
highcst cxcecutive body in Comccon and is subordinatc only to the
Counecil, Previously, important business could only be discusscd
at scssions of thc Council, hcld oncc or twicc a yecar, at the
moste At prescnt, most matters arc cxamined by the Exccutive
Comnittec, mccting about cvery two months., Nominally the
Exccutive Committce has cxtensive prerogatives for passing
instructions to thc mcmber countries, and rcsolutions on
organizational mattcrs, and of dirccting the work of all the
rcmaining organs of Comecon, but in fact it is not clear how
far-rcaching its powers rcally arc. Shortly aftcr its crcation,
the €zech lLmbassador in Moscow is reportcd to have said that it
would bec cmpowercd to veto proposals by individual countrics to
sct up ncw industrics, if these did not fit in with overall
Comccon plans.  On the other hand, Khrushchev (according to
Ulbricht) said at the Comccon summit mceting in Moscow in July
1963 that “"the inviolability of thc national cconomics" would
not bec affeeted by the international division of labour and
that thc co-ordinating planning organs of Comccon could only makc
rccommendations which did not become binding until thc Governments
concerncd ha@ gonscnted. This statement was a marked rotreat
f?fm tho,p9s1t10n onupciatcd by Khrushchev a ycar prcviously and
represented a clear victory for the Rumanian point of view that
at this stagec national soverceignty should not be surrcndeorcd,

24 The Joint Planning Body “empowc
I powecred to formulate common
plans”,.whlch Khrushchev proposed at the CPSU Central Commitice
Plcpu@ 1p_Novcmbe; }962 also scems to have fallen vietim to tho
nationalist opposition stirrcd up by the Rumanians, dcspite the
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Polcs and the Czcchs being or rccord as welcoming it. At prcsent
there cxists only a Burcau for Joint Planning Questions subordinatcd
to thc Exccutive Commilttec,. Its functions arc obscurc, but it
appears to be conccrned with the study of member countrics' medium
and long~term plans while thesc arc being formulated by national
planning bodics. Th¢ Burcau appcars to have no moic than advisory
powcrs, and to judge by the infrequcent published refcerences, it
carrics littlec wecight.

S Lfter negotiations lasting morc than a ycar conercte steps
were taken towards solving thce financial problcem. Thce IXth Scssion
of thc Exccutive Committece in Moscow during October 4963 produccd a
Multilatcral Payments JAgrccment and an Agrcement and a Statute for an
Intcrnational Bank of Economic Co—opcration (in 1962 this was to bc
called a Bank of thc Socialist Countrics), both to comc into being
on the 1st January, 496lL, Thercafter trade and other payments
between the members will be effected in transferable (not
convertible) roublcs, and such operations will bc channclled through
thc Bank. The Bank is cmpowcrcd to financc and provide credit for
building and construction but only from funds subscribed by member

countrics ad hoc, and also to opcratc accounts in transfcrable roubles

with countrics not partics to the fgrecment (who may, incidentally,
join thc Bank provided that. they share the aims and acccpt the

obligations of thec fgrecment and Statutc). The immediatc practical

cffceet of morc ncew institutions will be limitcd by thce provision
that cach member must balance its trade with the rcst of the bloc
annually and by thce smallness of the initial capital fund of the
Bank (300 million transfcrablc roubles). But the ncw machincery,

once it is functioning could lcad to morec cfficicnt accounting
‘and co~ordination of bloc internal trade policics, and ought to

facilitate the co-ordination of bloc forcign tradec and aid policics
towards individual countrics, Thc pricc basis of intra-bloc tradc
is to changc from 1957-58 world priccs to 1957-64 avcrage world
priccs, also with cffcet from the 4st January, 196L. '

PR/,CTIC,L STEPS TOVL.RDS INTEGRATION

L Probably thec most significant progrcss towards cconomie
intcgration of Eastern Buropc has been in the field of fuel and
cnergy rcequircments, Among the factors making for progrcess in
this ficld arc thc fact that the Rast Europcan countrics, apart
from thc Sovict Union, arc badly off for long-tcrm fucl rceserves;
countrics with significant fuel rcscrves (c.g, Poland) apparcntly
fcel that they cannot be cxpected to make the considerable
investments necded to develop them without support from their
fcllows. The fourth mecting of the new Exccutive Committec
acccepted a tentative cstimate of fuel and power rcquircments of
the Dast Buropcan countrics (apart from the Sovict Union) up to
1980 and dccided to work this at a latoer stagec into fucl and powcr
cstimates for the Comccon arca as a wnolc, This, thc¢ first attempt
to draw up a complex fucl balancce cmbracing all aspccts of fuel and
bowecr Cconomy, is an importcnt and far-rcaching contribution to the
co-ordination of cconomic pians,
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5e Bqually significant has bcen thp progress in creating
a unificd cucrgy systecm: the "ppicndship® pipclinc from the
Volgn-Urals oiliicld, which by 1965 will supply the pctro~chemical
industrics of Bastern Buropc; and the clectricity grid ;1nk1ng
Czcchoslovakia, Hungary, Poland, East Germany and thc Sovict Union,
which began functioning - somcwhat incfficicently -~ at thce beginning
of 1963, »

6. 4 number of agreemcnts have becn rcportcd on spocialisa}@on
of bfoduction by particular countrics in various ipdustrios, notably
cngincering, chemicals and motor vchicles. Thus Polagd and
Czechoslovakia have significantly inercascd their machine tool
exports, whcreas thosc of Last Goermany have declined by a quarter
sincc 1956.. Thc numbcr of machine tool typcs in cach country
has been cut. In dicscl motor production, East Germany has
bcecome morc important, Czcchoslovakia 1lcss SO Poland and
Rumania have comc to the forc in production of railwey rolling stocke

. Te Joint investment arrangements ncgotiated ad hoc arc
a uscful dévice onapling scveral Comccon countrics to be associated
with thce exploitation of individual members! resourcces, Therce has
rcecontly been an incrcasc in the number of multilateral projects
supplementing the almost cxelusively bilateral arrangcments which
havc hitherto prevailed (cege the Polish-Czech agrecments for
sulphur and coppcr, and thc Hungarian-Sovict agrccement on -
aluminium). Onc such projcct is a scheme for the joint production
of building board by Rumania (sourcc of thc raw matoria;), Poland,
Czcchoslovakia and East Gornany.

8a In Dccember 4962 the Exccutive Committce approved an
agreement to cstablish a Joint Buropcan frceight wagon pool, which
is to comc into opcration on the 1st January, 196L4. Under this
agrcement, twenty per cent of cach country's railway wagons will
be contributced to the pool, Thc USSR is to participatc, in
spitc¢ of technical difficultics duc to the diffcercence in gougese.
The Rumanians joincd - belatcedly - in Scptember 1963.  The same
Scssion of the Exccutive Committee agrecd to sct up an officce for
co~ordinating occan frcight shipping. - Stcps towards an intcegrated
tronsport system arc particularly important for Bast Germany whosc
communications nctwork is still oricnted towards the Viest.

9. ALlthough their machinery for financing international
trade is primitive, trade between Comccon has sizcably incrcascds
From a2 low lcvel in 41951 it had incrcascd 3¢5 timcs by 1969, The
1962 turnover in intra-bloc trade cxeccceded that of 1964 by fourscen
pcr ccent. At present sceventy per cent of the menbers! trade is
among themsclves, Thcse incrcases arc a 1ittle less than the
incrcasce in intcrnal trade rcecorded by the Six dvring the same
neriod, The ncw financial arrangements described in paragraph 3
cbove may ultimately lead to the development of o common external
policy, :
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LTTITUDES TOW.RDS INTEBR,LTTON

10. .The motives for the inercasced interest in intcegration
shovnn by the bloc countrics fall into four catcgorics:

Iconomic _
41+ Possibly thc most compclling motive for some of thc

Last BEuropcan countrics has becn the rcalisation that their
previous pursuit of autarky had placed an untccceptable strain on

"their ceconomiecs, and was likely to stand in the way of further

rapid cxpansion, which in modern conditions depcnds on investments
vhich are often too grecat for a small country to undertakc, They
ma;” well now be genuinely convineced of the cconomic advantages of
an intra-bloc division of labour, which somc of them, in thc past,
may have thought of as merely a Russian device for securing a
stranglchold on thecir cconomies,. The Poles have put this argument
assiduously. The Woarsaw Polityka of the 48th August, 1962, held
that Yin the cconomic cirecles of the Pcoplcs' Democracics, an
crroncous convietion existed until rcecently thot an industrialiscd
country is onc wherce cverything can and should be produced. This
le¢d to an incroeasc in the cost of cconomiec development®, It went
on to arguc that cconomic growth in Eastern Burope could no longer

- be bascd, as hithcerto, on a significant cxpansion of the labour

forcece. Tcchnological progress, productivity, cffcective invostment,
and incrcascd trade werce becoming the dominant factors, But
beeause Mthe Peoples! Democracies" werc rather small, the introe-
duction of modern achicvements in tecchnological pregress depended
on thc pooiing of cfforts lcading to thc cconomic integration of
thosc countrics,

12, [fidded to this was the possibility thot the more
industrialiscd (Northcern) Satclites might make up for the
deficicneics of their own agriculture by reliaonce on potentially
abundoant food-producers such as Bulgaria and Rumania, But
agricultural co-operation among Comccon countrics, whilc remaining
a.profcssed aim, has made little pregress exceopt in the ficld of
teclmology, and both Ruminia and Bulgarsia still have wide sCope
for industrial devclopment which they will not barter away for the
dubious privilcge of fecding others.

The Examnle of the Comnon Market

13. The cxample of successful integration in the West
almgst certainly increascd the urgency of the bloc's own cfforts
?9‘1ntegrate. Many of thc main stages in Comccon appear to be in
erocp answer to developments in the Wesvte Thus the original
crcation of Comecon itsclf was partly in answer to the sctting up
of CEEC in 1948, Polityke admits that “whon the Commen Markct of
the six West Buropcon countrics was founded in 4957, it was dccided
to give Comccon o formal legal status™.  The United Kingdom's
application to joint the HEC mppeared to the morc advanccd countrics
as a tnrcat to their cconomie interests, and it is probably no

e
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coincidence that the Sovict propaganda campaign agqinst thg ETC
opcned in May 1962, just boforc Comccon was given 1ts new impctus
at the XVIth Scssion of the Council. In his importont article

on Comccon in the Scptcember 1962 issue of the iorld Marxist
Roview', Khrushchev cmphasiscd that Western integration was an
tobjective trend" and soid that the bloc must hasten its own .
intcgration if it was to win the eeonomic struggle with the West in
reasoneble timec. The relative importancce of the Western examplc
is, howcver, well summed up in Polityka: 91t would bc a mistake to
claim that the prescent intensification of Work ... (in) Comeeon
has been prompted by ..se cconomic integration in the West.
Certainly this factor is of importancc. The basic rcason lics in
the internal nceds of the cconomic development of the Conmcecon
countrics .... Thesc ncceds coincide in part with thosc cconomic
considerations which brought about the Common Markct'.

Ideccological Considerations

1L, Although the idecal of a world Socialist system without
fronticrs is beyond the realm of practical politics, the vision of
the Marxist millenium presumably still strilcs & chord in
Communist cmotions; cven modest steps tcowards its cchicvement
must.be welcome to the idcologucs. The maintenance of the bloce
countrics in separate autarkic units not only runs countcr to this
proccss, but contradicts the Marxist belief in the incvitable
cnlorgement of productive units. '

Polit;ﬁal

15, Closer cconomic intcgration of the East Europcan countrics -
would hclp the Russians to achicve many of their political cims in
Sostorn Buropc. Khrushchev no doubt welcomes the opportunity of
consolidating thc Sovict Union's control over dostern Burope by
cconomic methods whicli would be more uncobtrusive, as well as more
cffective, than thc crude political methods of Stalin, - At the
same time, it is a »rimary Sovict interest that the Bast Europcan
countrics should be ccenomically contented, so that they can play
the role which the Russians have cast them in. The purely political
cdvantages of intcgration for the Soviet Union's allics are far less
obvious, cxeccpt perhaps te strengthen thelr position cgainst thceir
professed foar of & revival of German exponsionism in Bast Buropce.
The exception to this, of course, is Zast Germany, where Ulbricht's
régime has a definite political interest in closer Comecon
integration with the purpose of cutting links betwcen Hast and West
Germany ond emphosising the former's scparatencsse

B,SIC PROBLEMS LD OBST.CLES TO TNTEGRATION

16, Progress tewards further integration faces serious
cbstacles, both practical and political, These problems arce as
i~
follows: : :
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Tincpeial

17. The bloct!s multilateral financial machinery has hitherto
been primitive in the extreme.  The root of tho trouble (as
cconomists in Polend have pointzsd out) is that the system of basing
domcstic economic planning on the achievement of targets rather thon
on ‘profitability" makes it difficult to determine recl domestic
production costs. The pricing of products is arvbitrary, and based
on criteric which vary from ccuntry to ccunivy, It is therefore

wtreoncly difficult to decide whether it is move efficient (or
thpofitable”) to produce a particular good in cne country rather

thon onother. Currcency exchange rates are ecually hard to determine,
and so trade has tended to be limited to planngd cichonges on the
basig of bilateral clcaring accounts. '

18, These financial problems must be tackled before much
preogress can be made on the rational “division of iabour! and the
cxpansion of trade. Their significance cppears to be much more
widecly recogniscd in the bloe than hitherto (witness the Liberman
controversy on "profitebility™ in the USSR).  But the measurcs sc
for woken by Comecon (paragraph 8 above) arc not very far-reachinge.
Contraversy continucs between those experts who think that it is
possible to construct an cffective system of artificinlly calculated
forcign trade prices, and those who think that trade prices must
be ticd to real vproduction costse. The Stotute of the new Bank also
rcfleets an uncasy compronisc between the Russian preference for a
Bank confincd to clearing activitics and the Polish ccncept of o
comparatively independent body cmpowered to gront credits for invest-
ment projeets.

Practical

19. Lmong the procticol obstacles to integration are the lack
of common technical stondards, and comparable statistical datag
laclk of o co-cordinated tiransport system; lack of a sufficient
fucel bosc, Unlike the conccepts of supra-nctionality and

Jtprofitability¥, and the defects inherent in the ceniralised

plamning process itscelf, the solution of such proctical probloms
reguire little prelimincry cdjustment of orthodox Marxist and
notionnlist attitudes, and is therceforc likely to cncounter less
opposition from the troditionnlists,

INitionnlism and Conflictirz Notional Intorcsts

20, HNaticnalist feslings provide o focus for both the
political and cconomic prejudices against intogration which still
persist in Fositern Buropc. The populations of most Bast Iuropcon
countrics still feel strong links with the West Buropcan tradition.
Many of them despisc the Russians, and often onc another as well,

The Bulgarinns arc perhaps the only Hast HBuropenn pceople vho prescrve
somc affection and csteem Ffor the Russicns; but this is lergely

¢
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boecause it was Russic which gove them independence- and nationhood
in the first placc, L1l the Bost Burcpecan countrics wogl@ pe

very suspicious of anything- which looks likc o nove to dl@lnlsh

their cxisting degrec of noational identity, with the possible
creeption of the East Germans Tor the reason set out in paragroph 20.

21. Apnrt from these wider considerations, not oll the Eost
Luropcon countrics are convinecd thot o campaign to acceclerate
intcgration is in their nntidnal interest. Their fears arc duc
in the first instonce to their bad-experience with Scoviet cconomic
domination after the war; they cre also partly duc tc diffcercences
in the levels of cconomic development which they have achicved.
Rumonio hos rejeoeted proposals that she should limit the ail-round
devclopment of her industry, inecluding stecl, in thc intcrests of
intra~bloc specialisation; mony Czechs and Huhgorians appoear to
fear that they will have to give up valucble industrics in the
interests of "speeinlisation, and thnt their living standards
will be levelled down to help raisc the standards of the poorer
countrics, The Bulgorions appear to regard cconomic integration
without inhibitions - chicfly becausc, as the least developed ,
members (apart from Outer Mongolia), they can hope to get morc out
of Comeccon thon they put in, But even the Bulgorions would objeet
strongly if Comucon cttempted to rationalisce cut of cxistence some -
of their pet heavy industrial projects. and even if the
Governments arce convinced of the neced for integration, they may
cncounter scerious resistance from subordinate afficials and
nonogers of onterpriscs which may obstruct moves towards integration
in the belief thot they cre defending their country's rcal
intorcests, Articles in the BEast Buropean Pross show that the
authoritics are awarc of, and concerncd ot, thuse notionalistic
monifestotionse

224 L11 these fears arc no doubt fed by the thought that

the Sovict Union, if only beecousce of its immensc cconomie
preponderance, is bound to dominote an East Buropeon gconomic
community. This consideration is behind the ideos cxpresscd by
some Poles that integration should Pirst proccod cmongst the smnller

Bost Duropean countrics alone, until they can face the USSR on
cqual terms,. '

Ldcology

_ _A25. Thgrc arc ¢lso certain deoetrinal considerations which may
ml;;u:tg cgoinst the ropid achiovement of integration. Thus in
?hflr Gisputc with the Russians, the Rumanions hove mode some 1ﬁ
with ?ho a{gpmont that Marxist-Leninist orthodoxy dowéndsutge P
gggi§i92\o§ heoevy (egpecial;y netallurgical) industr&uaé o ﬁro—
is;%;gaﬁ;}vsggégg?uﬁ%ém.ﬁ -+ more significant idecological barrier
mochﬁnﬁSﬁ “”nd OtﬁEéA§§Cg.?o? the profit motive, the norket
cxchﬁn;o&éfhgoods :il §§{3§01§ deviecs for sceuring thoe smooth
rcccntovocrs howc; c +c :atlopal alloeation of rescurces, In
Hove shown o2 OF ¢rs the Russicns and their fast Buropcan allics

¢ shown on incroosing ebility to re~inte >t i Sy v i
COnTlicts with proetions ool dopes. CPprL.ﬂldCOl?Sy when it
tc integrotion may thcereforce disaw %Sns. The %QOOIOglcal obstaclos
T appear morc rapidly than some others,

-7
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Comecccn os a Closcd Socicty

2, Even successful 1ntcgrw«1on within Comccon would have 1ts
nolitical drawbacks for the Russians., Tts members regularly '
rroclaim that Comccon, unlike the EZC, is o socicty open to all.
COnMCrse But the prospccts of successful integration would be
scriously damaged by the intrcduction of non-DBuropcan countrics at
different stages of doveclopment.  Practical steps (as opposed” to
propagondist clglms) towards o dilution of. mcmbcrshlp may thereforc

we ruled out for the forcsceable futurc. But this could increasingly

provide the Soviet Union's ill-wishers - cspecially the Chincse -
with tempting opportunities for demonstrating that the East
Duropecan Communists have ranged themsclves with the “"haves" against
the vast majority of the coloured “have-nots's  Adversc effccts

on Comrmunist opinion c¢lscwhcre or on the stonding of the Soviet
Union in the under-dcveloped countries might be mitigated if

the successcs of Comecon could be shown to result in incrceased aid
for the under-developed countries, and if it could be shown thot

in absolutc forms trade between Comccon members and outsiders
incrcoscd, cven though relative to ¢ntornul trade it decereased,

CONCLUSIONS

25, Intecgration in the VWest hos been procecding for many
years ot various lcvels, f,greements between individual firms, the
workings of the market, and the normal processes of international
trade have brought about some international division of labour cven
without governmental intervention. The conscious attempts by the
Governnents of the Six to bring cbout the cconomic integration of
Vicstern Europe have thus had o ready-made foundation on which to
builde.  Such semi-cutomatic proccesses arc not to hand in the
nlanned cconomics of Eastern Burope, where practically all moves
towards intcgrotion hove, from the very beginning, to be taken
consclously and dollborutbly by the central authoritics of the
countrics involved, and corriced out by officials who may lack both
skill and expcrionco to handle the enormous administrative
complications smoothly,. Technicnl and institutional prcblems,
political inhibitions, and the clash of national and sectional
intcrcests, constitutce formidable obstacles. Fach ncw devclopment
will bc accompanicd by hard bargaining, to cnsurce that national
intcerests are not sacrificed unfairly. Qutside Tactors and
preccecupations = the problems that the Soviet Union. is facing in
rcorgonizing its own internal cconomic affairs, the decreased
scnsce of an urgent nced to cateh up with the West since the British
application to join the LEC failed -~ may mean that the pressurc to
move forward will fluctuate in strength. Proctical advance towards
integroation will thercforce be patchy and slow in many sectorse

264 Hevy crtheless, genuince progress is being made towards: the

crcation of the physical foundations of intcgration, dspecially
in transport and encrgy. These developments, while incroasing the

MTO_CONT IDENTIAL | 8=

¢



DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

-9 NATO CONFIDENTIAL
AC/BY-0E/107. "

intcr~dependence of the East Buropean countrics among themsclves
and with the Soviet Unicn, will bring moterial bencefits and muy
spontancously geoncratce pressurc for further intogration in cther
Ticlds. Perhops the most significont chenge of 2ll is that )
the Hast Buropean lcaders have now come to & much cleorer rca}isatlon
of thc basic problems of integrating centrclly planncd cconomlces,
and arc apparently morce willing than beforc to shed Marxist
preconceptions if they interfere with the pragmatic solution of
practical difficultics. Thus. considerable cxpert study is at last
being given to the financial problems, whosc solution would
represent a4 major break-through. It would thereforc be wrong to
assunc that Comeccon will continue as unspectocularly as in the paste
Thiec grcecotest cbstacle to be overcome is undcubitcdly the notionalism
of the Satelitcs and the likcelihood that they would resist as best
they could any move towards intcgration, ¢spceceially the creoation

of supra-national bodies, which might lead to encroachments on

their soverocignty. The intcensification of the Sino~Sovigt dispute,
s the Rumanians have been cuick to rccognise, has provided
individual East Europcan countrics with o mcans of applying some
prcscurc on the Soviet Union to recognise their cconomic
aspirctions,
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